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 GIVIL AVILT¥ION ‘

1, The Italian Foreisn Offico prosl release, raferring to tho
Argentine-Italien Air Apreensnt, £i nod 18 Jobruary 1948, indicatcd the
ooree;.ent was sinller in renercl to previous argreementa cencluded by the
Italiun Governaent, and that it cocnlaipned full Fifth Frecdc: riglts,
ZLITALIA (40)% British-owmed) .:ay be the Italisn air line d-:irmated to
operate tho errecd routes to Ar entina.

. 2. The Finnish Governnent. is preparing application for nererahip
in the Intermational Civil Aviztion Or;anivuffon (1CA0). fn appropriation
to cover Finlund's gubscription to ICAQ wea includod in tho 1948 budget.

3. Pen Anerican Airways has ruduced its stock ounurchip in Panair
do Brasil by 40,000 sheres. Holdings by Brazilian nationnlc are theroby
increased to 521 of the Compary's stock, ihus sonplyin_ .ith lesel restric-
tiona on foreign control of Brazilian Corporations.

Proposed US-Hungarien Air Agrecaent

The standing alr poliocy of the US vic-e~vis the catellite states hes
been one of containmoent, i.e,, restriction of the entry of satellite air
carrioers into Western Europe. This policy has beon dictated by US convic-
tion that any reciprocal exchance of aviation rightas wich a setdllite state
tould net congtitute %true reciprocliy. Tho reesoning behind this conviction
ie as follows: satellite cirlines are substuntielly ocontrolled wnd operated.
by the USSR, and therefore, any exchenpge of wviantion ri _ate with e Soviet-
Adoninated satewllite state would net be genuinely rociprocsl unlecs such
exchange granted the non-satellite negzotiatoer the ri ht to extznd ite air-
line operations into Russia proper. Howevor, the USSR hnn coneistently
blocked such ecceus.

The proposed US-Rungarian interim air agrec-ont {diccussioms for which
were initiated by the Hun -arinn Goverm:ent} represents o busic chanpe in the
sbove US policy and a reconsiderntion of the faotors upon which that (olicy
was baaed,

Ine teras of the propozed. lnteri: air agres-ent (to Ls affeeti.e for
an ipdufinice poriod) eontrin « siztesent ” Jich cxpres.es tie ratacl g ire
of 1S urd Hurary to prowote Tverceful svietion relationsc < .on- frienlly
=zations on reeinroesal and non-sditcriin tory busis . . ",
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In addition, the terms would commit tho US "to zrent individual
Glearancea to Hungarian oivil aircraft for commoroial f1i-hts with right to
transit US ocoupation sones Austria and Germsny with or without stop ond to
plok up and discharge at a point within such oocupation zomes . . . inter-
=ational traffic emroute to, from end beyond US occupation xones Austria
and Germany." '

Hungary would agree to grant individual clearances for similar US
flights "with right to transit Bungarisn territory with or without stop amd
%o pick up and diacharge at budepest internantional traffio emroute to, from
end beyond Hungary." :

The agreement would inolude the rizht to station nationala of one
party in the territory of the other party for the purpose of servicing air-
- line operations., Furthermore, it would bo agroed thet Hungery shall pro-
vide or permit the US to install, in Hungary, suchk additionsl navigational
2lds and communicationa facilities as may be required for US carriers to
meet their prescribod standurds of safe operntion.

The reversal of US eir policy which would permit the conolusion of
the above agreement is explaincd by the over-riding desire uf the US to
support the European Rocovery Plan by oponing the trade chammels between
Eastern and Tiestorn Europe.

The new US air poliey would result in various advanteges to the US,
US carriers would acquire traffic rights in ond transit rights through
Dungary vhile the Hungarian carrier (liaszovlot) would obtain similar rights
orly in US ocoupation zones Austria und Germany, but not in the US proper.
Increased opportunities to observe conditions behind the “Iron Curtain"
would also be gained,

On the other hand, the following disadvantages would result from the
proposed US-Hunparian eir agreement. Once Hungery is authoriszsd to overfly
US zones Austria and Germany, US control over the expension of Hungarian
alrlino operations into %estern Durope will have been lost, Reversal of US
policy resulting in an interim air agrecment with Hungary will croate a
precedent which might be exploited by other satollites desiring transit
rights thiough the US occupation zones.

The USSR is in a position te mullify eny US-Hungarian air agrecuent,
by refusing pernission to US asircraft for overflights of the Soviet Zone,
Austria. Vo clear Soviot commitment in this respect has yet been obtained,
and the US will insist thet any restrictions imposed by the USSR will
entitle the US to apply similar limitations on Hungarian flights.

Expansion of the Rumenian Airline

The Rumanian nationai esirline (TARS) has announced its inteniion to

- inangurate flights to Budapest and Belgrade on 1 March., Almo snnounced was

its intended continuance of bi-monthly flights to Paris, approximately six
flights a month to Nilen, and reguler Pregue flights,

L
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The French Legation in Bucharest states that Mranco Yas mo intention
of permitting such ccheduled I'lights or of entering into an air aprecment
with Rumania at this time. Fraonce does not consider the »rivileze of fly-
Ang to Bucharest as genuine reciprocity. Since TARS is Sovieteconirolled,
Frence would insist that nothing short ol rizhis into the B33R would
egstallish reciproeity. The Fronch Foreign Office in Peris concurs with %the
above policy statement of its Bucharest Legation, und disclaims knowledge
of avy existing French-Rumenien air agreement which would permit TARS to
operate ils announced flights to Paris,

US Control of Asuncion Airfield Threatemed

Control of the airfield at Asuncion probably will revert to Paraguay

now that Pun American Alrweye hus been pronibited from operuting its shuttle
" service Buenos Aires-Asuncion., In conneotion With the construction of this
fielld, carried out under tho US Airport Development Program in 1942, Pan
Aierican Airways (FAA) roceived a 20-year soncession, under which it has, in
effect, controlled the airfield. The agrecment provided, however, that
unless PAA maintsined regular air connections to Asuncion, control of the
£ield would revert to Paraguay. ’

Originally, ban Armerican hsd flovm to Bucnos-Aires via Rio de Janeiro
irnd Asuncion. Braezillen rcfusal to allow Pan American to fly the segment
between Rlo and Asuncion, however, subsesuently limited Pan American to the
direct route {rom Rio to Buenos Aires, $th a shuttle gervice back to
Asuncion. The recent Argentine prohibition against this shuttlo service
is not a serious blow to Pan Anorican beoceuse tralfic terminaliung or origi-
nating at Asuncion is insuffiecicnt for profitatle operatiocas,

The US-Paraguayan bilatcral uir sgreement is of little value in
retaining US rights at Asuncion unless the dosignated US carrier has per-
mission to overfly Argentina, Brazil or Bolivia., (The (S hans no nir agree~
pent .ith Bolivia and both Drazil and Argentina are alteampting to rescrve
rogionel air traffic to their local sirlines.) MNo US eir carrier olher
Lhen PAA is in 8 position to fly Lhe Asuncion routc without delay. Braniff
Airways, though certificated by the US to fly to Paragusy, and awaried a
zoute via “he west coast of South Anerica, has made no progress in institu=
ting this service and ic therefore unuble to wnke use of the US rights which
AA is relinquishing, It sewums unlikely that all those Jifficultiec can be
resolved. Reversion of Asuncion fielé to Paraguoy, snd the eliminstion of
US~operated air conncctions to Asuncion appear, accordinfly, inevitatle.

Rovorslon of Asuncion field to Pnramuayan cuntrol will wesaken
Parapuny's position. The sirport Cacilities at Asuncion will undoubtedly
deteriorate rapidly, since Paraguay has neither the wmoney nor the personnel
to maintain the field. Thiaz will egfgravate Paraguey's lack of cemwmunicas
lions with the outer world: all river uand rall communicetions are cone
trolled by Brazilian end Argentine interests. )
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SURFACE TRANSPORTATION

1. Sorious politiecal difficultics in the execution of the Baropean
Recovery Program with respoct to aliocation of railway rolling stock mey
be foroshadowed in continued failure of Western European nations to reach
agreenent with Dizonia on & freiphtecar exchiange plun whieh would relicve
the critical transport situation in Germany. This mny necessitate diversion
of new American-made rolling stock to the Alliod zones a% the oxpense of
other recipient countries. Such action would prove gxtrenely unpopuiar with
Lhe people of festern Europe, and night ocruio sore govornaents internal
difficulties. The prescnt sialemate may throw tie problon before the Triw
partite meetings now in progress in London. ’

2. Indications that extensive prefnbridation nnd olootrio welding
have become a part of now Soviet vossel consiruetion techniques is con-
tained in press comzont on the construction of small vesgels in the USSR.

8. German control shippin- hes moved towerd a return to locsl con-
trol under s rccent agroemcnt of Dritish ond US military povernments allow-
ing such shipping to be nunarod by a Gorman scmi-governacntal sarency,
Haupverwaltung Fuer Seeverkehr, HVSEE will also have authority to establish
operating contaects outside of Germmny, under close US-UK control.
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